
f 'i-Wi' 



.. & 



,^,Z. * a 



* , , . *t+ # ‘S»«* jjjjjjjj, 

v,:;i:^ps r E',' 



■ v ■;• * r- w * viv 

■ * ' _.^ •it* 01 ? $$$&*?* 

■ - 

j • *+'A 

..• ,:,!<»; "4 ■■ \-.Y- 



DONALD E. GILMAN 



NPS ARCHIVE 
1962.06 
GILMAN, D. 



ITS DEVELOPMENT AS A TOOL OF 
EFFECTIVE EXECUTIVE LEADERSHIP 






library 

U.S. NAVAL PGSTCTOU \TE SCHOOL 
MONT ERL Y CA GR.-ilA 













- 



THE BUREAU OF THE BUDGET— 

ITS DEVELOPMENT AS A TOOL OF EFFECTIVE 
EXECUTIVE LEADERSHIP 



by 

Donald E. Gilman 
Major, U. S. Marine Corps 



BACHELOR OF SCIENCE 
1946 

United States Naval Academy 



A thesis submitted to the faculty of the School of Government, 
Business and International Affairs of The George Washington 
University in partial satisfactions of the requirements for the 
degree of Master of Business Administration 



June 6 , 1962 



Thesis directed by 
Arlin Rex Johnson, Ph.D., 
Professor of Business Administration 



NFS AOCHiV£, 

GXLx'vlPFi“V'' 

/ 



























■ 


















• • 













[ ' '"V 

US. HAV \L p. 

MOUTEP.cY, O... 



'.p r reboot 

, <i/-v 



PREFACE 



It appears that relatively few people are acquainted isith 
the many and varied functions performed by the Bureau of the Budget 
outside of the role it plays in the formulation and execution of 
the President's annual budget. The functions currently assigned 
to the Bureau go well beyond the mere arithmetic and mechanics of 
budget review. For the Bureau, solely and exclusively, forms the 
principal Instrument through which the President is able to coordi- 
nate his many constitutional duties and, at the same time, obtain 
coldly objective judgements about how best to discharge these 
duties . 

It is the purpose of this paper to trace the development of 
the Bureau of the Budget, by means of its various functions, from 
its inception until the present time. No attempt will be made to 
cover all the functions involved, as this would be a tremendous 
undertaking, and is really beyond the scope of this paper. Instead, 
an attempt will be made to show how the so-called main functions 
became part of the Bureau's workload, with particular emphasis on 
the statutory and presidential authority involved. 

At the same time, it becomes evident that the adoption of 
a national budget system and the creation of the Bureau of the 
Budget in 1921, significantly strengthened the position of the 
President as the Chief Administrator of the Government. 
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CHAPTER I 

HISTORICAL BACKGROUND 

The Need for Executive Leadership 

With the exception of the White House itself, the Bureau 
of the Budget stands as the oldest, the largest, and most highly 
organized of all the Executive Staff agencies in existence today. 
While it has not always been as large, nor as nationally signifi- 
cant, nor as Indispensable to the President, the Bureau has a his- 
tory as intriguing as the controller movement in American business. 

The Bureau of the Budget was created by section 207 of the 
Budget and Accounting Act of 1921. 1 This act is considered a mile- 
stone on the way to effective public administration and management 
in the United States. It established a national budget system, 
revolutionizing the entire process for formulating and executing 
the financial program of the federal government. As the foundation 
of budgetary planning and control, the act not only fostered 
responsible determination of the government’s financial require- 
ments, but it also committed the executive branch to a higher 
standard of administration in all of its activities. 

The adoption of this Important piece of legislation has 
been universally hailed as one of the most far reaching steps taken 

■^U. S. Statutes, Budget and Accounting Act. 1921 . 42 Stat. 
20; 31 U.S.C. 1. 
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toward strengthening the management responsibilities of the Chief 
Executive. It came, however, only after more than a half-century 
of agitation by students of government and private management who 
had explored the need for placing the President more directly in 
the channels of administration, that he might begin to operate 
with real effectiveness as the chief administrator. 

Even in the early days of the Constitution, and as late 
as the turn of the century, the President assumed little responsi- 
bility for framing the financial program of the federal government. 
It seems the formulation and execution of the financial program 
of the United States was left almost entirely to the individual 
spending agencies. Departments tended to function as separate 
principalities, each oblivious to other services and needs of the 
government, each pressing its own special needs upon Congress." 

More specifically, estimates of expenditures were submitted 
dlreotly to Congress without presidential clearance, and without 
review or coordination into a unified program. There was no 
executive machinery to follow through to see that the programs \uere 
properly executed. Under conditions such as these, it was vir- 
tually impossible to set up standard work policies and practices, 
with the result that inefficient organization and methods could not 
be detected and remedied. The President, except in times of 
national crises problems, had neither the time nor the means for 

2 

Horace W. Wilkie, "Legal Basis For Increased Activities 
Of The Federal Budget Bureau," The George Washington Law Review . 
Vol. II (April, 1943), pp. 265-2^ 

^Harold D. Smith, "The Bureau of the Budget," Public 
Administration Review (Winter, 1951), p. 107 . 
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making many decisions, or for resolving the numerous conflicts 
which arise in such a large organization. It was impossible to 
plan the work of the government systematically. Neither could the 
President keep abreast of what was happening, as there vias no 
single agency for collecting necessary information. The result was 
conflict, inefficiency, duplication, and irresponsibility. 

Under these procedures, the President was often ignored; 

he was a chief executive in name only, for he was without staff 

aides to investigate, collect information, and assist him in the 

performance of his executive duties. It appears that except in 

times of national crises, the trend has always been in the 

l± 

direction of weakening the position of the President. 

The situation existing at the time was summed up very 
adequately by Mr. Harold D. Smith, a former Director of the Bureau 
of the Budget when he wrote: 

If the President does not have the means to carry out 
his executive functions, he becomes a chief of state 
something like the Dalai Lama, a venerated ruler In whose 
name all ministerial actions are taken but who is carefully 
shielded from reality. J 

Since for the most part the President found himself outside 
the channels of administration in the late nineteenth and early 
twentieth centuries, he Indeed came fairly close to occupying the 
same relative position as the Dalai Lama. Thus, the President 
was forced to rely on exerting his influence mainly by exercising 
his political power rather than through actual direction of 
departmental activities by virtue of his position as the chief 
administrator. 

^Ibid . ^ Ibid. 
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Events Leading to the Establishment of 
the Bureau of the Budget 

Since budgets were of inconsequential proportions in the 
nineteenth century, few thinking Americans interested themselves in 
government management. In fact, from 1885 until 1893> receipts 
exceeded expenditures. During these years an average surplus of 21 
per cent was realized, reaching a high of 4l per cent in 1888. 

This was the period when the major financial problem faced by 
Congress was the annual disposal of the surpluses received from ex- 
cessive tariff revenues. Consequently, human nature being what it 
is, little attention was given to the problem of improving manage- 
ment control over expenditures. 

The period of extreme laxity in federal finance and manage- 
ment extended from about 1880 to 1909.^ The reasons for this 
attitude become apparent when one considers the writings of James 
Bryce. As he put it, in rather flowery language, in 1888; 

Under the system of congressional finance here 
described, America wastes millions annually. But 
her wealth is so great, her revenue so elastic, that 
she is not sensible of the loss. She has the glorious 
privilege of youth, the privilege of committing errors 
without suffering from their consequences. 

Also: 

. . . America lives in a world of her own . . . 

Safe from attack, safe even from menace, she hears from 
afar the war-ring cries on European races and faiths, 



"’U. S. Bureau of the Census, Historical Statistics of the 
United States: 1789-1945 . 1949, pp. 296-299. 

^Jesse Burkhead, Government Budgeting (New York: John Wiley 
& Sons, Inc., 1959), p. 11. 

^James Bryce, The American Commonwealth . Vol. I, (London: 
Mac Millan & Co., 1891), p. 179. 
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as the gods of Epicurus listened to the murmurs of the 
unhappy earth spread out beneath their golden dwellings. 

The first serious studies of a national budget began to 
appear after the turn of the century with the publication of 
Eugene E. Agger’s The Budget in the American Commonwealth . 1907, 
and S. Gale Lourie's The Budget . 1912. ^ This literature emphas- 
ized the fact that the financial devices then in use as expendi- 
ture controls^ for national government activities were actually 
budgets. In another instance, President Lowell of Harvard pointed 
out the extent to which the budget idea had in some European 
countries helped a sound system of executive responsibility, but 
he did not attempt forging effective remedies for the shortcomings 
of business management in the national government. 

These writings for the most part, it appears, went unheeded 
by the general public. But when expenditures began to exceed 
revenues, the budget idea took on a new and meaningful signifi- 
cance, for the surpluses of President Cleveland's day were not as 



Ibid , p. 303. 

•^Edward H. Hobbs, Behind The President (Washington, D. C. : 
Public Affairs Press, 195^Tj P* 22. 

IX 

The executive departments, in accordance with Section 3669 
of the Revised Statutes, submitted "annual estimates for the 
public service ... to Congress through the Secretary of the 
Treasury," who had the duty of compiling appropriation requests 
into a book of estimates. Under the Treasury's organic law of 
1789 , the Secretary was "to prepare and report estimates of the 
public revenue, and the public expenditure." In 1800 an amending 
statute instructed the Secretary "to digest, prepare, and lay 
before Congress ... a report on the subject of finance containing 
estimates of the public revenue and expenditures, and plans for 
improving or increasing the revenues, from time to time, for the 
purpose of giving information to Congress in adopting modes of 
raising the money requisite to meeting the public expenditures." 

■^Hobbs , loc. cit. 
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persistent after 1094. Out of the nineteen years from 1894 to 1912, 
there xflere eleven years in which deficits occurred. Federal expen- 
ditures were running between .)3Q0 and }400 million in the 1890's. 

By 1912, they were nearly v 700 million.^ when the national 
government spent its first billion dollars in a single year, cries 
against waste and poor business practices were heard. The movement 
towards a national budget system and responsible government was 
underway. 

The beginning of executive leadership in the formulation 

of a unified financial plan was found in Section 7 of the Sundry 

14 

Civil Appropriations Act of 1909 . The Act required the President 

to submit recommendations for a program to meet anticipated defi- 
ciencies. About the same time the President began to instruct 
department heads as to the general policy they should follow with 
respect to their estimates of expenditures which were to be sub- 
mitted to Congress. Also, in his report to Congress for the fiscal 
year ending June 30, 1909, the Secretary of the Treasury, Franklin 
MacVeagh, repeatedly urged the adoption of an executive budget 
system. ^ He traced the historical developments which had brought 
the federal government to the point where the executive had little 
or nothing to say about the revenues, and where the executive 
estimates of expenditures were constructed more or less for 
trading purposes with the appropriation committees. 

«U. S. Bureau of the Census, loo, oit. 

U. S. Statutes, Sundry Civil Appropriations Act . 1909, 

36 Stat. 945. 

S. Department of the Treasury, Annual Report of the 
Secretary of the Treasury . June 30, 1909, p. 4. 
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On March 22, 1909, the Senate appointed a special committee 
to Investigate the deficits being experienced by the federal 
government. This committee reported that: 

. . . the application to the business of the government 
of Improvements In systems and methods similar to those 
which have produced the high degree of business efficiency 
in the great business corporations of the country will 
result in the saving of many millions of dollars annually 
and In a much higher degree of efficiency in the conduct 
of the government business. 1 ® 

The next step was taken by President Taft. In 1911 he 
appointed a Commission on Economy and Efficiency to study the 
administrative branch of the federal government in order to 
ascertain what improvements could be made in its organization and 
procedures. Upon appointment, the Commission set out to secure 
information from federal departments and agencies in order to 
classify financial data according to amounts expended, appropri- 
ated, or estimated by organizational unit, by category of function 
to be performed, by character of outlay, and by amounts expended, 
appropriated, or estimated under each act of appropriation. Also 
as a result of discussions with department heads and in consulta- 
tion with the President, the Commission prepared a set of forms 
to be used by departments in the submission of budgetary data. 

The Commission also prepared an organizational chart of the federal 
government activity and made numerous studies of overlapping and 
duplicating operations within the government. It was the viewpoint 
of the Commission that the most significant step which could be 



1 ^ 

Henry Jones Ford, The Cost of Our Hat Iona 1 Government . 
(New York: Columbia University Press, 1910), p. 105, quoted in 
Jesse Burkhead, Government Bud-yetlna: (New York: John Wiley & Sons, 
Inc., 1959), pp. 17-18. 
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taken to improve the organization and procedures of the government 

was a revamping of the method for determining and providing for 

the government’s financial needs. To put it another way, the 

Commission believed no worth-while and substantial improvements 

in the conduct of the government could be effected without the 

17 

adoption of a national budget system. ' 

Although President Taft was in complete agreement with 

the conclusions of the Commission and although he submitted a 

budget for fiscal year 191^ modeled on its suggestions, political 

differences frustrated his efforts to develop a coordinated budget 

program. In spite of the fact that the work of the Commission on 

Economy and Efficiency led to no immediate legislation, it had 

tremendous value in the long-run. The prestige of the Commission 

and its strong backing by the President made budgeting an issue of 

national significance. It stimulated attention to budgetary reform 

l8 

in municipalities and in the states. 

This stimulation appeared to pay off, for the movement 
toward responsible budgeting had made considerable headway among 
state and local governments before the stage appeared set for fed- 
eral legislation. Ohio, in 1910, enacted the first state law 
authorizing the governor to draft a budget for submission to the 
legislature. Wisconsin and California, in 1911, provided for im- 
provements in state financial procedure, which incorporated some of 
the features of a budget system. Six states enacted budgetary laws 

^Smlth, op. clt. . p. 108. 

^Burkhead, on. clt. . pp. 19-21. 
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in 1913* In 1916, Maryland adopted a thorough executive budget- 
making system. After this, reform spread rapidly; by 1920, 44 
states had adopted some form of improvement in budgeting, of which 
twenty-three had provided for an executive budget . ^ 

The legislative deliberations which finally led up to the 
passage of the Budget and Accounting Act went on for several years. 
They had their beginnings in a comprehensive plan for a national 
budget system introduced in the House, in 1918, by Representative 
Medill McCormick of Illinois. 2 ' 5 Under this plan the fiscal respon- 
sibility of the House was to be concentrated in a single standing 
committee instead of eight oommlttees, each working on a single seg- 
ment of the Treasury’s "book of estimates." 

Also, as the country emerged from World Har I xvlth annual 
expenditures and a national debt beyond all precedent, the convic- 
tion had grown strong that a clean break with a weak fiscal proce- 
dure was in order. It seemed that Congress was determined to seek z. 
new solution whose strength would lie in the manner in which it 
worked. ^ Their sights set, Congress began approaching the subject 
of revising and Improving financial administration in a nonpartisan 
spirit. The legislative debate boiled down more or less to matters 
of a technical nature rather than to the issue of the desirability 
of a national budget system. 22 one question which appeared to 

^Frederick A. Cleveland and Arthur Eugene Buck, The Budget 
and Responsible Government (New York: The Mac Millan Company, 1920) , 

p. 124. 

20 U. S., Congress, House Document No. 1006 (1918) . 65th 
Cong. , 2d Sess. 

21 U. S., Executive Office of the President, Bureau of the 
Budget, Staff Orientation Manual . April 1958, p. 2. 

22 Hobbs, op. clt. . p. 26 . 
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